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December 23,2002

Ms. Marlene H. Dortch
Secretary
Federal Communications Commission
445 It" Street, S.W.
Washington, D.C. 20554

RE: Memorandum of Ex Parte Communication

CC Docket No. 01-338, Review of the Section 251 Unbundling Obligations of
Incumbent Local Exchange Carriers

CC Docket No. 96-98, Implementation of the Local Competition Provisions in
the Telecommunications Act of 1996

CC Docket No. 98-147, Deployment of Wireline Services Offering Advanced
Telecommunications Capability

Dear Ms. Dortch:

On January 20, 2002, LDMI Telecommunications, Inc. ('LDMI") filed a letter in the above
captioned proceedings refuting claims by the regional Bell operating companies ("RBOCs") that
below-cost pricing of UNEs forces them to subsidize competition and stifles network
investment. I Attached hereto are the statements of Randall Stephenson, Chief Financial Officer,
SBC referred to on page five of the January 20, 2002 letter. As pointed out in the January 20,
2002 letter, Mr. Stephenson stated, inter alia, that SBC is the best capitalized telecom business in
the world and will have in excess of $3 billion free cash flow this year after dividends.

I Letter from Jerry Finefrock, Vice President, Regulatory Affairs, LDMI to Marlene H. Dortch, CC Docket
Nos. 01-338, 96-98, 98-147, filed December 20, 2002.



Exhibit 4 to the January 20, 2002 letter from LDMI, provided revenues, profits, and profit
margins of the top 30 companies in the Fortune 500. That exhibit inadvertently omitted this data
for 2001. Attached hereto is Exhibit 4 with the previously omitted data for 2001.

Sincerely,

LDMI TELECOMMUNICATIONS, INC.
/s/ Jerry Finefrock

Jerry Finefrock
Vice President Regulatory Affairs

Attachments

cc: Chris Libertelli, Matt Brill, Jordan Goldstein, Dan Gonzalez, Lisa Zaina, William Maher,
Jeff Carlisle, Scott Bergmann, Rich Lerner, Michelle Carey, Brent Olson, Tom Navin,
Jeremy Miller, Rob Tanner, Dan Shiman, Steve Morris
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Statements of Randall Stephenson

BAS 32nd Annual Investment Conference, San Francisco, California, September 23-26, 2002.

Everyone, thank you very much for joining us this morning for the SBC Corp. presentation. My
name is David Barden, the wireline telecom analyst at Bank ofAmerica Securities, and I am
very pleased to have with us today the CFO of SBC, Randall Stephenson, who has been in the
post since August of2001.

You know, SBC is the largest RBOC -with 60 million lines-is playing, as you know, a very large
role in the regulatory debate which surrounds the telecommunications industry today, and they
have got a very loud voice on that and Randall has been very straightforward in talking to
people about SBC's views. The company has an 80 billion dollar market cap and extraordinarily
low leverage. They will be a player in the ongoing consolidation and strategic outlook for the
industry as a whole, and as a 60 percent owner of Cingular, one of the largest wireless players
in the industry, they also have a very large say in how the wireless industry continues to
develop. I know you are all here to learn a lot more about those topics and without further
ado, I would like to introduce Randall Stephenson. Thanks Randall.

Randall Stephenson: Thank you David. I refuse to say 'can you hear me now' or 'do this' ,
either one. It's good to be here. Can you hear me?

It's good to be here and talk to you a little bit about SBC this afternoon, and I want to do a
couple of things. First of all, I know a lot of you aren't familiar with SBC, so I'll give you a little
bit ofperspective quickly on our business and what it is we do and who we are, talk to you
about the industry-there's a lot going on in this industry right now -- and then quickly move to
your questions and answers. So, I hope to do this in a way that is balanced, not overly
pessimistic, and not quite as optimistic as what we saw during the 90's. So with that, I'll move
on.

As you are looking at the Safe Harbor Rules here, let me just kind of give you a perspective on
what we are seeing right now. To be frank, in the short run, it's tough; the going is very tough
right now. We have a tough economy we're operating in, competition is proving to be pretty
tough. Competition is being driven largely by this UNEP - ah, platform -- that the FCC put in
place, where our wholesale customers are buying services below our cost. It's being driven by
a lot of bankruptcies and turmoil in the marketplace, largely, that being WorldCom-we're all
familiar with that situation. So in the short run, it's a difficult situation. I would tell you
though, longer term looking out, the fundamentals of the industry are still good, the
fundamentals are fine. I think Telecom will continue to grow as we move out. I think SBC is
going to be positioned very well as the industry moves forward to do well. From a financial
stability perspective, our balance sheet is second to none right now; our scale is second to
none. So I think you'll see SBC do quite well as we move forward in this industry. Right now,
we are working through a transition in this industry-it's going to be a difficult transition, so
what we are doing is trying to make sure we are accomplishing those things that ensure that as
we come out ofthis transition we are stronger than when we went into it, and I'll show you
some numbers that I think will help you an appreciation for that.

Just to give you appreciation for SBC, we have four segments basically that we operate in. We



have a wireline segment-that's our largest segment, represents about 41 billion dollars in
revenue. That also represents about 75 percent of our revenue base. We also have Cingular
wireless, which is our wireless segment. We own 60 percent of Cingular wireless along with
BellSouth, that represents about 15 percent of our pro forma revenues. We have a very large
and a very successful directory business, it does quite well, about 4 Y2 billion dollars of
revenue, and then we have a number of international holdings: Mexico, Europe, South Africa is
predominantly where those are concentrated. When you talk about what we are trying to accomplish
and what our objectives are, I tell youour priorities are very straightforward right now. First of all, I
would start at the top righthand side of that graph and say in this environment, the balance sheet is
absolutely everything.

In that regard, we are working very aggressively to control costs, both on the operating
expense side as well as the capital expense side. I've been in this business twenty years and I
would tell you I have never seen a more intense focus on costs in this business than what I am
seeing right now at SBC. The implication of that cost discipline is that in our business it does
throw off a lot of cash when you're disciplined here on the capital and expense side, and the
business is throwing off a lot of cash. We are going to throw offjust in excess of 3 billion
dollars of free cash flow after dividends this year. The result of all of that is I would tell you
we are the best capitalized telecom business in the world. Our balance sheet is second to none
right now, and that's the implication of this strategy we are pursuing in the short run. In the
long run, we have got to get the top line moving. The industry is stagnant right now, and we
are doing a lot to make sure that the top of the line does get to moving again, particularly in
the areas like data, long distance, DSL, and then putting those all together and then bundling
them with the access line, and really trying to change the churn characteristics of the industry.

And then finally our third objective right now-and you've heard a lot about it, we've been
very vocal about this-is we've got to fix this UNEP platform that the FCC has put in place.
This is a regulatory regime, a regulatory environment, that is siphoning away any incentive to
invest in this industry, and we'll talk more about that as we move through this.

As I said, when you compare us to our peers in this industry from just a pure financial position,
we are second to none. We are a very, very well-capitalized telecom company. As a result,
maintaining our balance sheet has been a very consistent theme and objective for us. To keep
a balance sheet in check in this environment, you've got to be real aggressive on costs. You
see a couple of graphics up here. The one on the left is our operating expense performance
over the last few quarters. What you see is that we have had negative year-over-year expense
growth for the last three quarters. If you were to drill just in our largest segment, our wireline
segment, we've been negative year-over-year growth for the last four quarters, so we have
been operating very effectively on the cost side. This has been principally driven by force
reductions-workforce reductions. I tell you, over the last three quarters, we have taken
13,000 people out ofthe business. By the end of this quarter, that number will grow to 16,000,
and you will continue to see a focus on this area as well. As a result of this cost initiative and
this cost action, we have been able to sustain margins in light of a declining top line. You
could see our margins actually expanded by about 140 basis points in the fourth quarter.

We have been putting that same kind of discipline into the capital investment program. What



you see here is our capital investment has been shrinking considerably. We've gone from
investing 12 billion dollars back in 2000, to this year we will invest under 8 billion dollars in this
business. Last quarter, our capex was about 1.7 billion; year to date, we are at about 3 ~
billion dollars, so you can see we are on trend to achieve these kind ofnumbers. Now ifyou
take aggressive operating expense performance, real aggressive capex performance, what you
see is a lot of cash coming out ofthe business. Our free cash flow before dividends this year
will nearly double what we achieved last year. If you look at our free cash flow after
dividends, the graphic on the right, you see that last year we were approximately break even.

This year, we will throw off 3 billion dollars of cash flow after dividends. Free cash flow
through the second quarter was about 1.7 billion dollars, so we are right on target to achieve
these numbers.

Real question is how do we use that cash? I tell you, we've returned a lot of it to shareholders,
we've purchased a lot of stock in the first half of the year, we've also increased our dividend in
the first half of the year 5.4 percent. That's the largest dividend increase of anybody in our
peer group. It's our largest dividend increased since 1990, actually. I tell you, we are the only
telecom that has increased its dividends every single year in the history of its corporate
identity. We are also working pretty aggressively to pay down debt. In fact, if you look at next
side, you can see that all of our credit metrics are improving, second quarter credit statistics
all improved, our debt ratio is down by 230 basis points. We've paid our commercial paper
down by 1.6 billion dollars in the second quarter. As of right now, all ofour commercial paper
is backed up with bank lines 100 percent. We have the highest commercial paper ratings
available. Our current long-term debt ratings are AA-, and again I will reinforce that at a 13.6
times interest coverage, we have the strongest balance sheet in the industry right now. So our
biggest challenge is the top line. Like I said, the industry is going through a lot right now.

There's a lot of shakeout going on in this industry, and so we are really challenged on trying to
get the top line moving in this industry. We're doing a lot in the areas of data, access line
retention, long distance, and I want to talk about some of these initiatives real quickly.

When you look at the volatility in this industry that we've seen recently, what I like to do and
what I do when I'm sitting back home in San Antonio, is I look at the top line on a sequential
basis, because it's really telling where the industry is headed right now, and you got two
graphics up here. On the left is our voice revenue growth on a sequential basis; on the right,
it's the data transport growth on a sequential basis. Starting with the graph on the left, what
you see is our voice revenues in the last quarter declined 1.1 percent. That is about the best
quarter we've had on a sequential basis since last year, second quarter of '01. So we're seeing
some stability and actually seeing the rate ofdecline slow down quite a bit. On the data side,
you actually saw sequential growth in the second quarter oflast year. It was up 1.6 percent.
Ql actually went negative for the first time that I can remember being with this business. This
suggests there's some stability here. I think it's too early to call. We've got a lot of shakeout
going on in the ISP industry. Time will tell here.

Let's break down that data growth a little bit further. Now here you see it on a year-over-year
basis, and what you see is year over year, our data products were basically flat. Far left-hand



graph, they were up 0.2 percent. If you pull CPE out of there-we sell a lot of data CPE
(Customer Premise Equipment)-ifyou pull that out (it's low margin to no margin) and basically
what you see is our data revenue growth was about 4 ~ percent. Then if you just look at the
high-cap transport, the big pipes that we run into business and homes, those revenues grew
still at a 7 ~ percent clip in the second quarter of last year. You can see the breakdown of it
over here. Consumer, you could see, was growing at about an 80 percent pace-that's DSL
we're having a lot of success with DSL. If you skip down one line to the wholesale line, you see
that the carriers are still buying a significant number ofthe large pipes into business and so
forth. Those volumes are up 9.4 percent-those revenues are.

You can see what the issue is here. It's that middle line, business, including all the ISPs. The
data transport products in the business segment was actually down in the second quarter of
last year. Now to see what's going on with that business segment, let me just drill down for
you here for just a second and show you what's going on. What I've done is taken the three
largest products those business' buy that are down year over year, and looked at by segment
how are these products growing? What you see is no surprise. The large and global
customers-the big customers-they're down, but they're not down dramatically, they're down
5 percent. That's pretty much reflecting the economic environment that we're in. Layoffs are
considerable, employee force counts are down, and so they're actually going down in terms of
the number of high-cap products they're buying. Look at government, education, and medical.

What you see here is they're up almost double digits still, so these products are still growing in
the government realm. Medium and small business is growing at a 13 percent clip. But look at
the IFPs. You got a huge shakeout going on in the ISP industry. A lot of consolidation, a lot of
bankruptcies, people grooming networks, and as a result, the revenues from the ISP industry is
actually down year-over-year 44 percent. We almost lost halfof that revenue stream yearover
year. So our biggest challenge is the industry consolidation issue.

Now if you look at ... looking forward, will the ISP shakeout end? I really don't know. Have we
seen it stabilize? Not yet. But I think, you know, that will work its way out. When it does
stabilize, I think we're positioned pretty well to grow this revenue stream moving forward.

What you could see is, relative to our peers we have by far the largest data revenue stream of
any of our peers. We also have a really good footprint in our network. We have over halfthe
Fortune 500 located in our footprint. They're big consumers ofthese types of products. We
have some really good relationships with all ofthese guys. We do have a nationwide IP
backbone network. Basically what we're missing is 271 relief, long distance really, in the
states of California and the Ameritech region. Once we have that, we think these products are
positioned well to grow moving forward. So that's the data story. Data is an industry issue.
It's an economy issue, and so we think that there will be good fundamental growth moving
forward.

But when you look at the voice side, particularly the consumer side, you see an interesting
trend. You got three graphics up here. These are the year-over-year, or actually the access
line changes by quarter. On the left-hand side is the business segment. What you see is a real
stable environment. Those access lines in this environment are shrinking 1- to 200,000 lines a



quarter. Pretty stable, fairly predictable. When you look at the consumer segment you see
something really interesting. The second quarter of this year, consumer retail access lines
shrank by over 900,000 lines. It was a huge drop in our consumer access lines. What was the
driver of that? It's real simple. Look at the right-hand graph. That's UNEP. That's these
access lines that our competitors buy from us at about a 60 percent discount and sell to their
customers. Those lines actually grew by about 700,000 lines. So what you see here is a shift
from our retail customers to the wholesale UNEP platform. Who's using the UNEP? It's really
no big surprise. It's AT&T and WorldCom. That's who's buying these products and selling to
their customers. They represent in excess of 70 percent of the UNEPs that were purchased in
the second quarter. Interesting if you look here on the bottom, all other carriers--other than
AT&T and MCI WorldCom-actually shrank in the second quarter in terms of number ofUNEPs
that they had purchased. How are they using these? This is what they're using to compete in
the consumer segment. So basically, they're buying our access lines at a 60 percent discount,
competing in the consumer segment-it's not the business segment-to resell these. They're
targeting the high-end of the customer base, those high-spend LD customers, and I suggest to
you the numbers tell the story. What you see here are our highest UNEP penetration states;
and as I said, it's a residential consumer play, it's not a business competition play.

The IXC strategy is pretty simple. In fact, I would suggest to you that the UNEP platform that
they're mandated by the FCC is proving to be a gift to the IXCs. It's a gift in form of it allows
them to compete in the local market while spending zero capital. They have some pretty good
margins in this business, they have no risk in this business, but the problem that you have here
is the economics don't work. I don't care how you turn it, this is not a sustainable model for
this industry. You force a company over time to sell its products and services below cost, the
implication and the end result of that is pretty straightforward: that company stops investing
in the products and services that its providing, and that's what we think is exactly going to
happen to telecom if this platform and this product isn't fixed. So just to summarize, UNEP
isn't competition. This slide says that it's arbitrage. Arbitrage to get some level of subtlety
and I would suggest that there's no level of subtlety in the UNEP. This is just blatant
subsidization of our competitors. It's got to change, as I said there is absolutely zero incentive
to invest in this business if it's not changed. What we actually see is a disincents facilities based
competition. Where you see UNEP volumes increase, you actually see facility-based
competition decreases and so it's disincenting investment on all sides of the spectrum here.

The concept ofuniversal service-telephone service for everyone-is completely undermined
with this type of platform, and the benefits of this, interestingly enough if you think about it,
the benefits of competition flow to one place-it's the high end of the customer base. Only the
high-end users are receiving the benefits of competition, so again I would suggest to you that this is
an unsustainable model; in fact, it's sustained only by the ILECs ability to absorb the
margin pressure associated with this.

So how have we responded? We try to be positive in our response. We're going out to talk to
all of our major regulators where this UNEP platform has been put in place; and I would tell
you the reaction has been good. I think there is a good understanding of the dilemma that this
industry is in ifthis issue is not resolved. I would suggest to you and I am fairly confident that
we will see change. The FCC has a timeline in front of them of January 3r d, their tri-annual



review, where they will have to deal with this issue, and I am confident that at the end ofthe
day economics and rationality will win out here, I am very confident of that.

The other way we are responding is to work aggressively to get into long distance. In the
Ameritech region where this thing is playing itself out most aggressively, we are working
aggressively to get into long distance; we have a competitive product platform. California-it
appears that we will be in the long distance market by the end of this year. We are working
very aggressively to expand the DSL product. What we have found is where DSL penetration is
high, those people with DSL are 75 percent less likely to chum, so we are working very
aggressively there. We are moving very aggressive then to bundle all of these products and
services, including the wireless with the wireline offering. All with the intent of trying to
reduce chum and improve the economics of the business.

So before I go to Q&A, let me just take a quick minute and tell you why where we are with long
distance and DSL. These are really important products for us. In long distance, we now have
5.6 million long distance lines at the end ofthe second quarter. We are offering the product in
six states. Our interlata and international long distance revenues in the second quarter
actually increased 53 percent in the second quarter. We think we'll add California by the end
of December, and when we add California at that point, two-thirds of our access lines we'll be
eligible to sell long distance to. DSL we're moving fast. We're continuing to accelerate. You
see in Q2 here we added 213,000 DSL customers. It was our best quarter in nearly six quarters.

We're doing a lot to bring the cost of this product down, they're coming down very quickly.
The economics are really starting to look compelling. Pretty excited about the product. We
introduced the Yahoo DSL product just last week, and their early feedback on that has been
really good. The content is really good and it looks like it's going to be a real benefit to us.

Quickly on wireless. We're making a lot of progress here in terms of trying to rationalize the
business model. We're trying to be disciplined here, trying to be very disciplined in how we
approach the wireless market. As a result, our pursuit, our focus is on the digital contract
customers, and it's very simple. The economics of the contract customer are very compelling.

Chum rates are significantly lower. RPUs tend to be significantly higher. Implication is
margins tend to be a lot better. You saw the results of this in the second quarter. In the
second quarter, we added 619,000 contract subscribers and our RPU increased for the forth
consecutive quarter in the second quarter. We're moving to an all-digital network, all of our
customers are migrating to digital, we're virtually there, and what we have as a result is a
good healthy business model that I think will be able to sustain good strong cash flows as the
industry works through consolidation and through a lot of the transition its going through right
now.

Like I said, our priorities are pretty simple. We've got some very proactive revenue strategies.
At the end ofthe day, our key advantage is the ability to bundle all of these products and
services, wireline and wireless. That's an advantage that few can duplicate-Verizon and
BellSouth, perhaps. That drives down chum, helps on retention, and at the end of the day is
just a more compelling cost model and a revenue model. We are being very aggressive on the



cost side, about as aggressive as I have seen us. The cash flow to the business are really strong
and getting stronger, and as a result, our credit profile--our credit metrics-are all improving
and getting better, and we are working very aggressively to try to provide our leadership in terms of
UNEP reform, because at the end of the day the health of this industry -- not just SBC,
but the health of this industry -- is dependent upon getting good UNEP reform and that is a
priority for Ed Whitaker and myself, Bill Dailey, and all ofus at SBC.

So I thank you for your attention and I'd be more than glad to take those questions you might
have.

Question: Unintelligible

The question was, she said I talked about 900,000 drop in consumer access lines and increase in
UNEP of 700,000. The math suggests there is a 200,000 dollar gap, and really, what's the
makeup of that gap? It's hard to do that math. I can't be real precise with you, it's kind of
soft. But I tell you, we are seeing migration to wireless without a doubt. It's not as dramatic
as perhaps you might suspect, but we are seeing it. It appears to be more in the MDU
community, Multiple Dwelling Units and so forth. We have done studies and we see a real high
incidence in those communities of people that have displaced a wireline with wireless. That's
the primary place where you see that happening, and again it's hard to put a number on it.

But then to give you a perspective, we really see it playing out and you can quantify it, is on
the long distance side, and what you see in the long distance is wireline long distance. Back
when we first had visions of going into the long distance market, is you were seeing minutes of
use per customer from about like 200 minutes per customer per month. That number is now in
half, down to about 100 minutes per customer. Where have those minutes gone? They didn't
go away, they're on the wireless network. So you're seeing a lot of traffic move to the
wireless network. Wireless minutes and use are up 40 percent year-over-year. Subscribers
aren't up that high, so basically you see what happened is just more and more use is being
directed to wireless. We're also seeing a lot of substitution with cable modems, and we're
seeing substitution with DSL-somebody gets a DSL line and they perhaps don't need that
second line, so we are seeing some disconnect there, and I tell you about half ofthat 200,000
gap is just plain old economy-people disconnecting the additional lines and so forth, but the
other halfbeing the other two issues we just articulated.

Question: Unintelligible

What percentage of our operating income is for pension gains? When you say pension gains, I
assume you mean the income off the pension trust, and when you look at our numbers, and we
got a pension trust of about 30 billion dollars, our assumed return is about 9 percent, so you
know, you can do the math-about 2.7 billion. If you take all of the elements of the pension
income, the pension service costs, the interest costs of the pension plan, and all your postretirement
medical-if you just take all of that and net it all out, you basically come in 2002 to
about a zero number, so it's a net impact ofzero. I think your question was where do I see it
going forward. It's going to be a lot of pressure going forward. I think everybody with big
pension trusts are going to be experiencing some pressure next year. It's hard to say right now



where the market will end up. We're in the negative return territory right now. Ifwe assume
that we stay in the negative return territory this year, you know we have a positive assumption
of9 percent that's in our numbers-say it's negative six just to make the math easy. You got a
15 percent swing in pension income, 15 percent times a 30 bi llion dollar pension trust, and you
spread that over five years, that's a big number. We're probably all going to have to take a
look at our discount rates moving into next year with interest rates being as low as they've
been, so that'll probably provide further pressure, so I think most people with large, wellfunded
pension plans are probably going to have some pressures to deal with next year, but it's
hard to quantify yet.

Question: Unintelligible

I wouldn't tell you we and our competitors are all coming together with some cohesive plan
that we think will be adopted, and I will tell you though, that our request is really very simple.
We have not asked the FCC or any state regulator to eliminate the UNEP. That's not our
priority. I don't know if that's realistic or not. What we are asking, what we are requiring, is that the
UNEP pricing be fixed. In the Ameritech states, those five states, the average
discount of the UNEP is about 60 percent. That is not a viable model. It is well below cost on
anybody's cost modeling assumption. If you use TELRIC pricing, if we use any pricing, you
cannot get to a $14 UNE price. The fix here is to address the pricing, and that's what we're
trying to get addressed, is the pricing. Not to get rid of it, just get it priced at cost.

Question: Unintelligible

Let's give you an example. Illinois, we have filed revised cost studies, actually new cost
studies, under the TELRIC pricing methodology. The UNEP in the state of Illinois is about $15,
roughly. Our cost studies put it over $30. That is what a TELRIC pricing methodology would
give you. So, state of Texas, it's about a $20/21 UNEP. You know, the state of Texas, you have
a pretty rational model. You know at $20/21, you have good, vibrant competition and it's not
at such a level where we cannot earn money or are disincented to invest. But if it starts to slip
below that level, you've got a model that's not sustainable.

Question: Unintelligible

Yes, we are. We have done that already. There is just so much turmoil going on in the
marketplace right now, a lot of movement on industry consolidation and so forth, but it's just
prudent in this environment to pay down debt and we have- Question: Unintelligible --
I have not given any targets. I would suggest most of our discretionary free cash flow will
probably go towards paying down debt. As I mentioned, our CP balances have been dropped by
1.6 billion dollars. There's going to be a lot of cash coming in over the next couple of years
through the Bell Canada disposition, Sterling, etc. That business will generate a lot of free
cash flow. The emphasis will be to pay down debt. We'll probably continue to be -- you know
we've got a good history in terms of dividends -- increasing dividends, and I don't think you'll
see us compromise there, but most of the free cash flow will go to pay down debt.

Question: Unintelligible



It depends on where, all right, but if you assume in the Ameritech region we lose a million
lines, the math's pretty simple. Average revenue per customer in the consumer segment in
Ameritech is about $36, the average UNEP is about $15, so about 21 bucks times a million times
12.

Question: Unintelligible - regarding Nortel's financial condition

No, I don't think so. I'd hate to see that happen. That's kind of a logical implication of the
policy that we're following right now in the United States. I mean, we're not going to invest.
You're not going to see our investment go up next year. I would suspect Verizon and BellSouth
would say the same thing. Probably be more downward pressure than upward pressure. If one
of them were to go out ofbusiness, would that have significant implications to our operations
day-to-day? No, I don't think so. It would obviously depend on what happened to them in a
bankruptcy-type proceeding, you know, the 5E technology and support just went away over
night? Well, yes, that would probably be significant, but I don't see that as probably being a
likely scenario.

Question: Unintelligible

Well, Chairman Powell has been pretty clear that going from six to five competitors is doable.
He made that statement publicly back I think in the first or second quarter. He said going from
five to four gets a little more difficult, and going from four to three is maybe not-I'm not sure
if I'm articulating correctly-but it's getting progressively harder, so obviously the first one in
probably stands a better probability of success than the second or the third.

Question: Unintelligible

In terms ofDSL-I'll take the question a couple of stages. First of all, let met talk about the
economics ofDSL. They're pretty compelling. If you'd asked me that question a year ago, I
wouldn't have said they were overly compelling, but I feel really good about the product. I just take
our one market where we have really deep penetration levels-California, we're in
excess of 10 percent penetration there. The economics look really good. We've not given any
specifics in terms of the economics ofDSL other than in California. Set customer acquisition
costs aside once you have a customer up, the recurring margins run in excess of 40 percent,
EBITDA margins, and so with the capital that you have to invest on a per-customer basis, you
get to a pretty good positive NPV-type customer. Where your penetration rates get over 10
percent, chum rates come way down. Chum rates in California are about half those in
Southwest and the Ameritech regions. So I look at California and say that's where the business
is headed. Southwestern Bell is moving there very quickly-they're about half of California
penetration rates and closing in on them fast, and they're economics are starting to look like
California. So I step back from it, but it is the business I like. It's the business we want to be
in, and the retentive benefits of it for an access line are so strong that it's a business we got to
be in-it's a priority.

Now I go to the tri-annual review in terms of, you know, how important is that to us. I would



tell you that until we get rules that put us at parity with the cable modem providers, you're
not going to see us moving our footprint beyond where it is right now, though. The reason
being, you know, when we have to sell this product at wholesale prices in a urban area, you
can still make the economics work. Take this to a tier two or a rural market, and then start
selling this product at wholesale prices, you can't make the economics work. So if the FCC
were to put in place rules that would put us at parity with the cable providers, meaning, we
would invest all of this money, we don't have to sell it at 40/50/60 percent discounts, then we
would expand our footprint. We'd probably invest more in tier two towns and work hard to get
this product moved out. Absent that, you're not going to see us investing now.

Question: Unintelligible

The question was whether I think we'll have some definite visibility in terms of what this
market looks like for DSL. I haven't got a clue. You know some states are just acting on it on
their own. The state of Oklahoma came out and basically said no regulations for broadband.
Well guess what, we're investing there. We're going to expand the footprint in Oklahoma and
that works real well, and we're petitioning a lot of other states to do that. But in terms of
when we'll have just a good national framework, I don't know. I think January the FCC will act
and I think their bias will be to act in a way that brings parity to the marketplace. But you said
it. Will there be appeals? Probably. I don't know. I can't answer. Sorry.

Question: One more question-Maybe I'll ask it. Randall, I know that you've had some pretty
eloquent things to say about kind of a five-year growth outlook for the business when you kind
of normalize sort of the economic environment we're in when you normalize the uni
environment. Can you kind of walk it through just to kind of close out the time here, kind of
what you think the five-year outlook for the state is.

I have a hard enough time projecting right now one quarter, much less five years, but I'll kind
of tell you where my head is. On the wireline side, I think the consumer market in terms of
access lines because of wireless substitution and DSL substitution and so forth-I don't think
you'll see access line growth in the consumer segment. I think you'll see our access line
growth will continue to be negative. I think that's natural. I think though the ability to bundle
DSL, long distance, and wireless together will allow us to keep RPU on a total customer basis
up enough to, you know, to work towards a flat-type revenue growth forecast for the consumer
segment. On the business side, I don't think you'll see access lines grow quite up to where
you'll see nominal GDP growing, but I think they will continue to grow. There's no reason
business access lines in a good, healthy economy should not continue to grow, and so I think
we'll see good fundamental growth there and as we move into long distance that should
provide some lift to the business segment, and so I always fall back on what do you think is
going to happen with these high-cap data products? You know, the bread and butter, if you will, on
the business side? High margin, good growth products. I don't see any reason why
those products shouldn't continue to grow in 8- to 12-percent type range moving forward.

You'll never see 30 percent like we saw back in the 90's, I mean we'll never see that again, but
good high single-digit growth rates ought to materialize. If you add all that up and you get
some kind of good single digits on wireless, you know, you've got a, you know, a conceivable



mid-single-digit type growth platform for this business. It is a cash-rich business. Ifwe can get
the UNEP platform fixed I think we got a business that can, you know, continue to grow long
term, not, you know, the double-digit range, but, you know, good solid single-digit type
growth.

Thanks Randall.

Thank you.



EXHIBIT 4 December 23, 2002

Fortune 500, Year 2001
30 Companies, Fortune 500 List 1st Q 2002 2nd Q 2002

Profit 2Q 2002 2Q 2002
Company Revenues Profits Margin Revenues Profits

Wal-Mart $55,418 $1,693 3.1% $60,255 $2,038
Exxon Mobil $43,531 $2,090 4.8% $50,909 $2,640
General Motors $46,264 $229 0.5% $48,265 $1,292
Ford Motor $39,857 ($20) -0.1% $42,332 $276
Enron $0 $0 $0 $0
General Electric $30,521 $3,518 11.5% $33,214 $4,426
Citigroup $14,602 $4,907 33.6% $26,928 $4,084
Chevron Texaco $21,155 $725 3.4% $25,223 $407
IBM $18,030 $1,284 7.1% $19,130 $56
Philip Morris $20,535 $2,502 12.2% $21,103 $2,610
Verizon Communications $16,375 $247 1.5% $16,835 -$2,115
American International $14,480 $2,067 14.3% $13,501 $1,801
American Electric Power $13,030 $158 1.2% $14,528 -$288
Duke Energy $0 $0 $16,333 $474
AT&T $11,984 ($103) -0.9% $12,065 -$12,830
Boeing $12,829 $578 4.5% $13,857 $779
EIPaso $3,755 $248 6.6% $2,987 -$59
Home Depot $14,282 $856 6.0% $16,277 $1,182
Bank of America $7,871 $2,179 27.7% $11,431 $2,221
Fannie Mae $12,986 $1,208 9.3% $13,212 $1,465
J.P. Morgan Chase $6,286 $982 15.6% $11,315 $1,028
Kroger $15,667 $381 2.4% $11,927 $273
Cardinal Health $13,242 $300 2.3% $13,028 $296
Merck $9,848 $1,625 16.5% $12,810 $1,751
State Farm Insurance $0 $0 $0 $0
Reliant Energy $7,030 $97 1.4% $9,779 $236

SBC Communications $10,522 $1,710 16.3% $10,843 $1,845

Hewlett-Packard $10,621 $238 2.2% $16,536 -$2,029
Morgan Stanley Dean Witter $8,540 $870 10.2% $8,149 $819
Dynegy $8,652 $116 1.3% $9,906 -$328

Total, "Fortune 30" $487,913 $30,685 6.3% $566,631 $14,444

Total, Less SBC: $477,391 $28,975 6.1% $555,788 $12,618



3rd Q 2002 YTD 2002

Profit Profit Profit
Margin Revenues Profits Margin Revenues Profits Margin

3.4% $59,330 $1,863 3.1% $175,003 $5,594 3.2%
5.2% $54,182 $2,640 4.9% $148,622 $7,370 5.0%
2.7% $43,578 ($854) -2.0% $138,107 $667 0.5%
0.7% $39,580 ($210) -0.5% $121,769 $46 0.0%

$0 $0 $0 $0
13.3% $32,585 $4,087 12.5% $96,320 $12,031 12.5%
15.2% $15,084 $3,730 24.7% $56,614 $12,721 22.5%

1.6% $25,503 ($904) -3.5% $71,881 $228 0.3%
0.3% $19,821 $1,694 8.5% $56,981 $3,034 5.3%

12.4% $19,996 $4,471 22.4% $61,634 $9,583 15.5%
-12.6% $17,201 $4,780 27.8% $50,411 $2,912 5.8%
13.3% $17,150 $1,912 11.1% $45,131 $5,780 12.8%
-2.0% $14,912 $62 0.4% $42,470 ($68) -0.2%
2.9% $0 $0 $16,333 $474

-106.3% $11,956 $245 2.0% $36,005 ($12,688) -35.2%
5.6% $12,690 $372 2.9% $39,376 $1,729 4.4%

-2.0% $2,656 ($33) -1.2% $9,398 $156 1.7%
7.3% $14,475 $940 6.5% $45,034 $2,978 6.6%

19.4% $8,185 $2,235 27.3% $27,487 $6,635 24.1%
11.1% $13,321 $996 7.5% $39,519 $3,669 9.3%
9.1% $6,316 $40 0.6% $23,917 $2,050 8.6%
2.3% $11,696 $255 2.2% $39,290 $909 2.3%
2.3% $13,086 $288 2.2% $39,356 $884 2.2%

13.7% $12,693 $1,884 14.8% $35,351 $5,260 14.9%
$0 $0 $0 $0

2.4% $5,335 $58 1.1% $22,144 $391 1.8%

16.8% $10,556 $1,770 16.8% $31,921 $5,325 16.7%
-12.3% $18,048 $390 2.2% $45,205 ($1,401) -3.1%
10.3% $8,156 $632 7.7% $24,845 $2,321 9.3%
-3.3% $1,720 ($1,249) -72.6% $20,278 ($1,461) -7.2%

2.5% $509,811 $32,094 6.3% $1,560,401 $77,128 4.9%

2.3% $499,255 $30,324 6.1% $1,528,480 $71,803 4.7%



Year 2001

Profit
Revenues Profits Margin

$219,812 $6,671 3.0%
$191,581 $15,320 8.0%
$177,260 $601 0.3%
$162,412 ($5,453) -3.4%
$138,718 $0 0.0%
$125,913 $13,684 10.9%
$112,022 $14,126 12.6%

$99,699 $3,288 3.3%
$85,866 $7,723 9.0%
$72,944 $8,560 11.7%
$67,190 $389 0.6%
$62,402 $5,363 8.6%
$61,257 $971 1.6%
$59,503 $1,898 3.2%
$59,142 $7,715 13.0%
$58,198 $2,827 4.9%
$57,475 $93 0.2%
$53,553 $3,044 5.7%
$52,641 $6,792 12.9%
$50,803 $5,894 11.6%
$50,429 $1,694 3.4%
$50,098 $1,043 2.1%
$47,948 $857 1.8%
$47,716 $7,282 15.3%
$46,705 ($4,996) -10.7%
$46,226 $981 2.1%

$45,908 $7,242 15.8%
$45,226 $408 0.9%
$43,727 $3,521 8.1%
$42,242 $648 1.5%

$2,434,615 $118,186 4.9%

$2,388,707 $110,944 4.6%


